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$�7LPH�6HULHV�0RGHO�RI�WKH�8�6��3HUVRQDO
%DQNUXSWF\�5DWH

7KH�DQQXDO�QXPEHU�RI�SHUVRQDO�EDQNUXSWF\� ILOLQJV�KDV�ULVHQ� IURP�OHVV� WKDQ���������LQ������WR�PRUH
WKDQ�RQH�PLOOLRQ�LQ�������0RUH�UHFHQW�GDWD�VKRZ�WKDW�WKH�QXPEHU�RI�SHUVRQDO�EDQNUXSWFLHV�FRQWLQXHV�WR
LQFUHDVH��7KLV�SDSHU�SUHVHQWV�DQ�RYHUYLHZ�RI�WKH�8�6��SHUVRQDO�EDQNUXSWF\�UDWH�DQG�VKRZV�WKDW�WZR�W\SHV
RI�HFRQRPLF�LQGLFDWRUV�DUH�LPSRUWDQW�LQ�H[SODLQLQJ�LW��FRQVXPHU�LQGHEWHGQHVV�DQG�EXVLQHVV�F\FOH�DFWLYLW\��$
PRGHO� LV� GHYHORSHG� WR� HVWLPDWH� WKH� LQIOXHQFH� RI� HDFK� RI� WKHVH� IDFWRUV� RQ� WKH� WLPH� VHULHV� EHKDYLRU� RI� WKH
EDQNUXSWF\� UDWH�� 7KH� WLPH� VHULHV� PRGHO� VKRZV� WKDW� DSSUR[LPDWHO\� WZR�WKLUGV� RI� WKH� LQFUHDVH� LQ
EDQNUXSWFLHV�FDQ�EH�H[SODLQHG�E\�WKHVH�WZR�IDFWRUV�DORQH��$Q�RXW�RI�VDPSOH�IRUHFDVW�LV�DOVR�SHUIRUPHG�WR
MXGJH� WKH� DGHTXDF\� RI� WKH� SURSRVHG� PRGHO�� :KLOH� WKH� DFWXDO� EDQNUXSWF\� UDWH� KDV� ULVHQ� KLJKHU� WKDQ
H[SHFWHG��WKH�RXW�RI�VDPSOH�IRUHFDVW�VXJJHVWV�WKDW�D�ODUJH�VKDUH�RI�WKH�VKDUS�XSZDUG�WUHQG�LQ�EDQNUXSWFLHV
LQ�WKH�ODWH�����V�DQG�HDUO\�����V�FDQ�EH�H[SODLQHG�E\�FRQVXPHU�LQGHEWHGQHVV�DQG�EXVLQHVV�F\FOH�DFWLYLW\�
7KH�VKDUH�RI�WKH�LQFUHDVH�WKDW�UHPDLQV�XQH[SODLQHG�LQ�WKH�PRGHO�PD\�EH�DWWULEXWDEOH�WR�FKDQJHV�LQ�RWKHU
GHPRJUDSKLF�RU�VRFLDO�IDFWRUV�
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U.S. Personal Bankruptcy Rate

� 3DXO &� %LVKRS

$�7LPH�6HULHV�0RGHO�RI�WKH�8�6��3HUVRQDO�%DQNUXSWF\�5DWH

7KH�DQQXDO�QXPEHU�RI�SHUVRQDO�EDQNUXSWF\�ILOLQJV�KDV
ULVHQ� IURP� OHVV� WKDQ� �������� LQ� ����� WR� PRUH� WKDQ
RQH�PLOOLRQ� LQ�������0RUH�UHFHQW�GDWD�VKRZ�WKDW� WKH
QXPEHU� RI� SHUVRQDO� EDQNUXSWFLHV� FRQWLQXHV� WR
LQFUHDVH��7KH�QXPEHU� RI� EDQNUXSWFLHV� LQ� WKH� VHFRQG
TXDUWHU� RI� ����� ZDV� ��� SHUFHQW� KLJKHU� WKDQ� WKH
QXPEHU� LQ� WKH� VHFRQG� TXDUWHU� RI� ������ SXVKLQJ� WKH
DQQXDOL]HG� ILOLQJ� UDWH� WR� PRUH� WKDQ� ���� PLOOLRQ�� 2I
SDUWLFXODU� FRQFHUQ� LV� WKH� IDFW� WKDW� WKH� JURZWK� LQ
EDQNUXSWFLHV� KDV� FRQWLQXHG� XQLPSHGHG� HYHQ� GXULQJ
WKH� HFRQRPLF� H[SDQVLRQ� WKDW� VWDUWHG� LQ� �����
$SSDUHQWO\��IDFWRUV�RWKHU�WKDQ�WKH�SHUIRUPDQFH�RI�WKH
QDWLRQDO� HFRQRP\� KDYH� EHHQ� FRQWULEXWLQJ� WR� WKH
LQFUHDVH�

3RSXODU� VSHFXODWLRQ� VXJJHVWV� PDQ\� UHDVRQV� IRU� WKH
LQFUHDVH�LQ�EDQNUXSWFLHV�VLQFH�WKH�PLG�����V��$PRQJ
WKH� UHDVRQV� RIWHQ� FLWHG� DUH� KLJK� FRQVXPHU� GHEW
EXUGHQV� UHVXOWLQJ� IURP� H[FHVVLYH� FUHGLW�FDUG� GHEW�
FKDQJHV� LQ� WKH� OHJDO� HQYLURQPHQW� ³� HVSHFLDOO\� LQ
UHODWLRQ� WR� WKH� EDQNUXSWF\� FRGH�³� DQG� WKH� ORVV� RI
VRFLDO� VWLJPD�ZKHQ� D� KRXVHKROG� ILOHV� IRU� EDQNUXSWF\
SURWHFWLRQ�� &KDQJHV� LQ� WKH� QDWLRQ
V� GHPRJUDSKLF
FKDUDFWHULVWLFV� KDYH� DOVR� EHHQ� VXJJHVWHG�� LQFOXGLQJ� D
ULVH� LQ� WKH� QXPEHU� RI� VLQJOH�SDUHQW� KRXVHKROGV�� ODFN
RI�PHGLFDO�LQVXUDQFH��DQG�FKDQJLQJ�SDWWHUQV�RI�ZHDOWK
DQG� GHEW� DFFXPXODWLRQ� E\� WKH� ODUJH� FRKRUW� RI� EDE\
ERRPHUV� UHDFKLQJ� ��� \HDUV� RI� DJH�� :KDWHYHU� WKH
SULPDU\�FDXVHV�� LW� LV� FOHDU� IURP� WKH�GLVFXVVLRQ� LQ� WKH
SUHVV�DQG�HOVHZKHUH�WKDW�WKH�QXPEHU�RI�EDQNUXSWFLHV
FRQWLQXHV� WR� EH� PXFK� KLJKHU� WKDQ� PRVW� DQDO\VWV
H[SHFWHG�

7KH� SXUSRVH� RI� WKLV� SDSHU� LV� WR� GHWHUPLQH�
HFRQRPHWULFDOO\�� WKH� LQIOXHQFH� RI� PHDVXUDEOH
HFRQRPLF� IDFWRUV� RQ� WKH� QDWLRQDO� EDQNUXSWF\� UDWH�
([DPLQLQJ�PHDVXUHV� RI� FRQVXPHU� LQGHEWHGQHVV� DQG
WKH�EXVLQHVV�F\FOH�RYHU�D�ORQJ�SHULRG�RI�WLPH�³�����
WR�WKH�SUHVHQW�³�PD\�H[SODLQ�PXFK�RI�WKH�ULVH�LQ�WKH

QDWLRQDO� EDQNUXSWF\� UDWH�� $OWKRXJK� WKLV� DSSURDFK� LV
QRW� EDVHG� RQ� D� WKHRUHWLFDO� PRGHO� RI� D� KRXVHKROG·V
GHFLVLRQ� WR� ILOH� D� EDQNUXSWF\� SHWLWLRQ�� DEVWUDFWLQJ
IURP� WKLV� PLFURHFRQRPLF� OHYHO� RI� GHWDLO� KDV� WKH
DGYDQWDJH�RI�VKRZLQJ�WKH�H[WHQW�WR�ZKLFK�FHUWDLQ�NH\
HFRQRPLF� LQGLFDWRUV� PD\� LQIOXHQFH� WKH� EDQNUXSWF\
UDWH�� $GGLWLRQDOO\�� LI� WKH� UHODWLRQVKLS� EHWZHHQ
FRQVXPHU� LQGHEWHGQHVV� DQG� WKH� EDQNUXSWF\� UDWH� LV
PRUH�FOHDUO\�GHILQHG�LW�PD\�EH�SRVVLEOH�WR�IRUP�PRUH
UHDVRQDEOH�DQG�DFFXUDWH�H[SHFWDWLRQV�DERXW�WKH� OLNHO\
UDWH�RI�EDQNUXSWF\�ILOLQJ�LQ�WKH�IXWXUH�

7KH�ILUVW�VHFWLRQ�RI�WKLV�SDSHU�UHYLHZV�WKH�UHODWLRQVKLS
EHWZHHQ�WKH�FRPPHUFLDO�EDQN�FRQVXPHU�ORDQ�FKDUJH�
RII� UDWH� DQG� WKH� EDQNUXSWF\� UDWH� DV� D�PRWLYDWLRQ� IRU
IXUWKHU� VWXG\� RI� WKH� EDQNUXSWF\� LVVXH�� 7KH� VHFRQG
VHFWLRQ� UHYLHZV� D� IHZ� PHDVXUHV� RI� FRQVXPHU
LQGHEWHGQHVV�DV�EDFNJURXQG�IRU�WKH�PRGHO��7KH�WKLUG
VHFWLRQ�SRVLWV� D�PRGHO� RI� WKH� EDQNUXSWF\� UDWH� EDVHG
RQ� PHDVXUHV� RI� FRQVXPHU� LQGHEWHGQHVV� DQG� WKH
EXVLQHVV� F\FOH�� 7KH� ILQDO� VHFWLRQ� GLVFXVVHV� SRVVLEOH
DGGLWLRQDO� IDFWRUV� LQ� WKH� XQH[SHFWHG� ULVH� LQ
EDQNUXSWFLHV�GXULQJ�WKH�SDVW�IHZ�\HDUV�

8�6��3HUVRQDO�%DQNUXSWFLHV�DQG
&RQVXPHU�/RDQ�&KDUJH�2IIV

&KDUW� �� VKRZV� WKH� QXPEHU� RI� SHUVRQDO� EDQNUXSWFLHV
DQG� WKH�EDQNUXSWF\� UDWH�DV�PHDVXUHG�E\� WKH�QXPEHU
RI� EDQNUXSWFLHV� SHU� WKRXVDQG� SHUVRQV� RYHU� ��� \HDUV
RI�DJH���7KH�PRVW�QRWDEOH�IHDWXUH�LV�WKH�VKDUS�LQFUHDVH
VLQFH�WKH�PLG�����V��1RW�RQO\�KDV�WKH�EDQNUXSWF\�UDWH
ULVHQ� WR�DQ�XQSUHFHGHQWHG� OHYHO��EXW� WKH� LQFUHDVH�KDV
EHHQ� UHODWLYHO\� VZLIW� DQG� VWHDG\�� 6LQFH� VXFK� D� WUHQG
KDV�QHYHU�RFFXUUHG�EHIRUH��DQDO\VWV�KDYH�VRXJKW�ERWK
WR� H[SODLQ� WKH� LQFUHDVH� DQG� WR� GHWHUPLQH� WKH
FRQVHTXHQFHV� RI� VXFK� D� VLJQLILFDQW� FKDQJH� LQ� WKH
ILQDQFLDO� SHUIRUPDQFH� RI� D� ODUJH� QXPEHU� RI� 8�6�
KRXVHKROGV�



Bank Trends

)',& 'LYLVLRQ RI ,QVXUDQFH �

$� ULVLQJ� EDQNUXSWF\� UDWH� PD\� KDYH� D� GHWULPHQWDO
LPSDFW� RQ� FRPPHUFLDO� EDQN� FRQVXPHU� ORDQ� FKDUJH�
RIIV��IRU�H[DPSOH��&RQVXPHU�ORDQ�FKDUJH�RII�UDWHV�RI
FRPPHUFLDO� EDQNV� KDYH� LQFUHDVHG� GUDPDWLFDOO\� VLQFH
HDUO\�������DV�VKRZQ�LQ�&KDUW����&KDUJH�RII�UDWHV�KDYH
ULVHQ� IURP� D� F\FOLFDO� WURXJK� RI� ����� SHUFHQW� RI
RXWVWDQGLQJ� ORDQ�EDODQFHV� LQ������ WR������SHUFHQW� LQ
������7KH�FKDUJH�RII�UDWH�LV�YHU\�F\FOLFDO��DV�HYLGHQFHG
E\�WKH�IDFW�WKDW�WKH�FXUUHQW�UDWH�KDV�VXUSDVVHG�WKH�ODVW
SHDN�RI������SHUFHQW�UHDFKHG�LQ�������6LQFH� WKH�GDWD
GR� QRW� H[WHQG� EDFN� EHIRUH� WKH� PLG�����V�� LW� LV
GLIILFXOW�WR�GHWHUPLQH�LI�WKH�FXUUHQW�FKDUJH�RII�UDWH� LV
DW\SLFDO� VLQFH� RQO\� RQH� UHFHVVLRQ� DQG� SDUW� RI� WKH
SUHYLRXV� ����V� H[SDQVLRQ� DUH� UHIOHFWHG� LQ� WKH� GDWD�
$OVR�VKRZQ�LQ�&KDUW���LV�WKH�EDQNUXSWF\�UDWH��&OHDUO\�
WKHUH� LV� D� FORVH� FRUUHODWLRQ� EHWZHHQ� FKDQJHV� LQ� WKH
EDQNUXSWF\�UDWH�DQG�FKDQJHV�LQ�WKH�FKDUJH�RII�UDWH�

7KH� FRUUHODWLRQ� FRHIILFLHQW� EHWZHHQ� WKH� FKDUJH�RII
UDWH�DQG�WKH�EDQNUXSWF\�UDWH� LV�VKRZQ�LQ�7DEOH��� IRU

ERWK� TXDUWHUO\� DQG� DQQXDO� IUHTXHQF\� GDWD�� 7ZR
FRUUHODWLRQ�FRHIILFLHQWV�KDYH�EHHQ�FRPSXWHG�IRU�HDFK
GDWD�SHULRGLFLW\��7KH�FRUUHODWLRQ�FRHIILFLHQWV�EHWZHHQ
WKH� OHYHOV� RI� WKH� GDWD� VKRZ� WKH� FORVHQHVV� RI� WKH
UHODWLRQVKLS�EHWZHHQ�WKH�EDQNUXSWF\�UDWH�DQG�FKDUJH�
RII� UDWH�� LQFOXGLQJ� WKH� WUHQG� FRPSRQHQW� DVVRFLDWHG
ZLWK� PDQ\� HFRQRPLF� WLPH� VHULHV�� 6LQFH� D� KLJKO\
SRVLWLYH� FRUUHODWLRQ� EHWZHHQ� WKH� OHYHOV� RI� WZR
HFRQRPLF� WLPH� VHULHV� LV� QRW� XQXVXDO�� LW� LV� DOVR
DGYLVDEOH� WR� FRPSXWH� WKH� FRUUHODWLRQ� EHWZHHQ� WKH
SHULRG�WR�SHULRG�FKDQJHV�LQ�WKH�WZR�VHULHV��$JDLQ��WKH
FRUUHODWLRQ� FRHIILFLHQWV� LQ� WKLV� FDVH� VKRZ� D� ODUJH
SRVLWLYH� FRUUHODWLRQ�� PHDQLQJ� WKDW� D� VWURQJ
UHODWLRQVKLS� H[LVWV� EHWZHHQ� WKH� SHULRG�WR�SHULRG
FKDQJHV�LQ�HDFK�VHULHV�DQG�QRW�MXVW�LQ�WKH�WUHQG�GULYHQ
OHYHOV� RI� HDFK� VHULHV�� 6LQFH� WKH� EDQNUXSWF\� UDWH� DQG
WKH� FKDUJH�RII� UDWH� DUH� KLJKO\� FRUUHODWHG�� LW� LV
UHDVRQDEOH� WR� FRQFOXGH� WKDW� DQ� H[SHFWDWLRQ� RI
FRQWLQXHG�LQFUHDVHV�LQ�WKH�EDQNUXSWF\�UDWH�ZLOO�DOVR�EH
UHIOHFWHG�LQ�D�ULVH�LQ�WKH�FKDUJH�RII�UDWH��

&RQVXPHU�,QGHEWHGQHVV

7DEOH��� LOOXVWUDWHV� WKH�FRPSRXQG�DQQXDO�JURZWK� UDWH
RI� RXWVWDQGLQJ� FRQVXPHU� ORDQ� EDODQFHV� RYHU� WKH
SHULRG�IURP������WR������DQG�IRXU�VXESHULRGV������
WR� ������ ZKLFK� URXJKO\� FRLQFLGHV� ZLWK� WKH
UHFHVVLRQDU\� SHULRG� GXULQJ� WKH� HDUO\� ����V�� ����� WR
������ ZKLFK� LQFOXGHV� WKH� ����V� H[SDQVLRQ�� ����� WR
������ ZKLFK� UHIOHFWV� WKH� FRQWUDFWLRQ� LQ� FRQVXPHU
FUHGLW� GXULQJ� DQG� LPPHGLDWHO\� DIWHU� WKH� HDUO\� ����V
UHFHVVLRQ��DQG������WR�������ZKLFK�FRYHUV�WKH�FXUUHQW
HFRQRPLF� H[SDQVLRQ�� *URZWK� UDWHV� E\� FUHGLW� KROGHU
DUH� VKRZQ�IRU�DXWR� ORDQV�� UHYROYLQJ�FUHGLW� DQG�RWKHU
�QRQLQVWDOOPHQW�FUHGLW��PRELOH�KRPH�ORDQV��DQG�ORDQV
IRU� HGXFDWLRQ�� ERDWV�� YDFDWLRQV�� DQG� DOO� RWKHU
FRQVXPHU� FUHGLW� QRW� LQFOXGHG� LQ� DXWR� RU� UHYROYLQJ

Table 1

Charge-Off Rate and Bankruptcy Rate Are Highly
Correlated

Correlation Coefficient at Different Periodicities

Quarterly Data (1990:4 - 1997:1)
Levels 0.775
Quarterly Change 0.645

Annual Data (1986-1996)
Levels 0.785
Annual Change 0.853
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U.S. Personal Bankruptcy Rate

� 3DXO &� %LVKRS

EDODQFHV��� 2YHU� WKH� SHULRG� IURP� ����� WR� �����
FRQVXPHU�FUHGLW�LQFUHDVHG�DW�D�FRPSRXQG�DQQXDO�UDWH
RI� ���� SHUFHQW�� DOWKRXJK� WKH� JURZWK� YDULHG� GXULQJ
H[SDQVLRQV�DQG�FRQWUDFWLRQV��)URP������WR�������WKH
FRPSRXQG� DQQXDO� JURZWK� UDWH� RI� ORDQ� EDODQFHV� ZDV
�����SHUFHQW�

7KH�ULVH�LQ�FRQVXPHU�ORDQ�EDODQFHV�LV�PHDQLQJIXO�RQO\
LI�SODFHG�LQ�WKH�FRQWH[W�RI�WKH�DELOLW\�RI�WKH�FRQVXPHU
WR�UHSD\�WKH�GHEW��2QH�PHDVXUH�RI�WKH�FRQVXPHU�GHEW
EXUGHQ� LV� GHEW� VHUYLFH� DV� D� SHUFHQWDJH� RI� GLVSRVDEOH
SHUVRQDO�LQFRPH��'HEW�VHUYLFH�LV�WKH�WRWDO�RI�SULQFLSDO
DQG�LQWHUHVW�SD\PHQWV��,Q�FRQWUDVW�WR�WKH�RIWHQ�TXRWHG
GHEW�WR�LQFRPH� UDWLR�� WKH� GHEW� VHUYLFH� EXUGHQ� LV� D
WUXHU� PHDVXUH� RI� WKH� RQJRLQJ� ILQDQFLDO� REOLJDWLRQV
WKDW�KRXVHKROGV�IDFH��%HFDXVH�WKH�GHEW�VHUYLFH�EXUGHQ
PHDVXUH� LPSOLFLWO\� LV� LQIOXHQFHG� E\� LQWHUHVW� UDWHV�� LW
FDSWXUHV� XQGHUO\LQJ� KRXVHKROG� ILQDQFLDO� G\QDPLFV
PRUH� IXOO\� WKDQ� WKH� GHEW�WR�LQFRPH� UDWLR�� )URP� D
KRXVHKROG� SHUVSHFWLYH�� WKH� LPSDFW� RI� JUHDWHU� GHEW
DFFXPXODWLRQ�LV�GHWHUPLQHG�QRW�E\�WKH�DJJUHJDWH�OHYHO
RI�GHEW��EXW�E\� WKH� ILQDQFLDO� FRPPLWPHQWV�QHFHVVDU\
WR� PHHW� WKH� UHSD\PHQW� VFKHGXOH� �L�H�� WKH� GHEW
VHUYLFH���

&KDUW���VKRZV�WKH�WRWDO�FRQVXPHU�GHEW�VHUYLFH�EXUGHQ
ZKLFK� LV� WKH� VXP� RI� FRQVXPHU� FUHGLW� DQG�PRUWJDJH
GHEW�VHUYLFH�EXUGHQV��$OWKRXJK�WKH�WRWDO�GHEW�VHUYLFH
EXUGHQ�KDV�QRW�\HW�ULVHQ�DERYH�WKH�ODWH�����V�SHDN��LW
LV�FOHDUO\�QRW�IDU�IURP�VXUSDVVLQJ�WKDW�SHDN�

&RLQFLGHQW�ZLWK� WKH� ORQJ�WHUP� LQFUHDVH� LQ� FRQVXPHU
GHEW� VHUYLFH� EXUGHQ�� WKH� FRPSRVLWLRQ� RI� FRQVXPHU
GHEW�KDV�DOVR�FKDQJHG�VLJQLILFDQWO\�GXULQJ�WKH�SDVW���
\HDUV�� $V� D� VKDUH� RI� GLVSRVDEOH� LQFRPH�� FRQVXPHU
FUHGLW�GHEW� VHUYLFH�GHFUHDVHG� IURP�QHDUO\� ���SHUFHQW
LQ������ WR� DERXW���SHUFHQW� LQ������ �VHH�&KDUW� ���� ,W
WKHQ�URVH�GUDPDWLFDOO\�GXULQJ�WKH�����V�H[SDQVLRQ�WR
MXVW� XQGHU� ��� SHUFHQW�� $OWKRXJK� WKH� HDUO\� ����V
UHFHVVLRQ� FDXVHG� DQRWKHU� GHFUHDVH�� WKH� FRQVXPHU
FUHGLW� GHEW� VHUYLFH� EXUGHQ� KDV� VLQFH� JURZQ� WR�PRUH
WKDQ� ��� SHUFHQW�³� D� OHYHO� QRW� VHHQ� VLQFH� WKH� PLG�
����V�

7KH� PRUWJDJH� GHEW� VHUYLFH� EXUGHQ�� DOVR� VKRZQ� LQ
&KDUW� ��� KDV� WDNHQ� D� IXQGDPHQWDOO\� GLIIHUHQW� SDWK�
5LVLQJ� VWHDGLO\� WKURXJK� WKH� ����V� DQG� ����V�� WKH
PRUWJDJH�GHEW�VHUYLFH�EXUGHQ�GHFOLQHG�VKDUSO\�LQ�WKH
HDUO\� ����V� DIWHU� WKH� IDOO� LQ� PRUWJDJH� LQWHUHVW� UDWHV�

Table 2

Consumer Credit by Holder and Credit Type Varies Over Business Cycle

(compound annual growth,  percent)

Contraction Expansion Contraction Expansion
1979-1982 1982-1990 1990-1992 1992-1996 1979-1996

TOTAL 2.5 10.4 -0.5 11.2 7.8
  Automobile 4.3 10.5 -4.4 10.2 7.4
  Revolving 7.4 16.3 7.4 15.7 13.5
  Other -0.5 7.1 -3.6 7.1 4.4

Source: Federal Reserve Board of Governors
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$OWKRXJK�GXULQJ�WKH�SDVW�WZR�\HDUV�WKH�PRUWJDJH�GHEW
VHUYLFH� EXUGHQ� KDV� LQFUHDVHG�� LW� LV� VWLOO� DERXW� RQH
SHUFHQWDJH�SRLQW�EHORZ�WKH�ODWH�����V�SHDN�

$OWKRXJK�WKH�GHEW�VHUYLFH�EXUGHQ�PD\�EH�ULVLQJ�LQ�WKH
DJJUHJDWH�� GHEW� DQG� WKH� GHEW� EXUGHQ� DUH� QRW� HYHQO\
GLVWULEXWHG�DFURVV�WKH�SRSXODWLRQ��*HQHUDOO\��\RXQJHU
KRXVHKROGV�DUH�PRUH�OLNHO\�WR�KROG�VRPH�W\SH�RI�GHEW�
DQG�WKH�VL]H�RI�WKH�RXWVWDQGLQJ�GHEW�WKH\�KROG�LV�OLNHO\
WR� EH� JUHDWHU�� ,Q� WHUPV� RI� ILQDQFLDO� ULVN�� \RXQJHU
KRXVHKROGV�PD\�EH�DW�JUHDWHU�ULVN�RI�ILQDQFLDO�GLVWUHVV
WKDQ� ROGHU� KRXVHKROGV�� )LUVW�� \RXQJHU� KRXVHKROGV
KDYH� D� JUHDWHU� GHPDQG� IRU� KRXVLQJ� DQG� FRQVXPHU
GXUDEOHV� LQ�WKH�HDUO\�\HDUV�DV�WKH\�EXLOG�XS�WKH�VWRFN
RI� KRXVHKROG� FDSLWDO�� 6HFRQG�� WKHVH� KRXVHKROGV
JHQHUDOO\�KDYH�D�VPDOOHU�VWRFN�RI�ZHDOWK�RQ�ZKLFK� WR
UHO\� LI� ILQDQFLDO� GLVWUHVV� RFFXUV�� 6XSSRUWLQJ� HYLGHQFH
UHODWLQJ�WR�WKH�EXUGHQ�RI�GHEW�E\�DJH�RI�KRXVHKROGHU
LV�DYDLODEOH�IURP�WKH�)HGHUDO�5HVHUYH·V������6XUYH\�RI
&RQVXPHU� )LQDQFHV��� $FFRUGLQJ� WR� WKH� VXUYH\� �VHH
7DEOH�����PRUH�WKDQ����SHUFHQW�RI�KRXVHKROGV�KHDGHG
E\�D�SHUVRQ�EHWZHHQ�WKH�DJHV�RI����DQG����KDG�VRPH
W\SH�RI�GHEW��ZLWK�PRUH� WKDQ�RQH�KDOI�KDYLQJ�FUHGLW�
FDUG� GHEW� DQG� RQO\� VOLJKWO\� IHZHU� KROGLQJ� PRUWJDJH
DQG�KRPH�HTXLW\�GHEW��$PRQJ�KRXVHKROGV�KHDGHG�E\
VRPHRQH�EHWZHHQ����DQG����\HDUV�RI�DJH��PRUH�WKDQ
���SHUFHQW� KHOG� VRPH� W\SH� RI� GHEW��ZLWK� ��� SHUFHQW
UHSRUWLQJ�VRPH�FUHGLW�FDUG�GHEW�DQG�QHDUO\����SHUFHQW
KROGLQJ�PRUWJDJH�DQG�KRPH�HTXLW\�GHEW��7KH�PHGLDQ
YDOXH�RI�KRXVHKROG�GHEW�KROGLQJV�ZDV�KLJKHVW� LQ� WKH

���WR����\HDU�DJH�JURXS�DW����������7KH����WR����\HDU
DJH� JURXS� UDQNHG� VHFRQG� DQG� KDG� D� PHGLDQ� GHEW
KROGLQJ�RI�PRUH� WKDQ����������2XWVLGH�RI� WKHVH� WZR
DJH� FRKRUWV�� PHGLDQ� KRXVHKROG� GHEW� GHFUHDVHG
GUDPDWLFDOO\�� 7DEOH� �� VKRZV� WKH� GLVWULEXWLRQ� RI� GHEW
E\�DJH�RI�KRXVHKROGHU��

$�0RGHO�RI� WKH�8�6��3HUVRQDO�%DQNUXSWF\
5DWH

)DFWRUV� ,QIOXHQFLQJ� WKH� 8�6�� 3HUVRQDO
%DQNUXSWF\�5DWH

1XPHURXV� IDFWRUV� DUH� RIWHQ� FLWHG� DV� LPSRUWDQW
LQIOXHQFHV�RQ�FKDQJHV�LQ�WKH�QDWLRQDO�EDQNUXSWF\�UDWH�
$PRQJ� WKH� PRVW� SHUVXDVLYH� IDFWRUV� DUH� FRQVXPHU
LQGHEWHGQHVV� DQG� EXVLQHVV� F\FOH� LQIOXHQFHV�� $V
GLVFXVVHG� SUHYLRXVO\�� QXPHURXV� GHPRJUDSKLF� IDFWRUV
�H�J�� DJH� RI� KHDG� RI� KRXVHKROG�� PD\� LQIOXHQFH� WKH
LQFLGHQFH� RI� EDQNUXSWF\�� $OWKRXJK� VRPH� RI� WKHVH
RWKHU� LQIOXHQFHV� FDQ� EH� FDSWXUHG� LQ� DQ� HFRQRPHWULF
PRGHO�� WKH� SXUSRVH� RI� WKLV� SDSHU� LV� WR� GHWHUPLQH� WR
ZKDW�H[WHQW�FRQVXPHU� LQGHEWHGQHVV�DQG�WKH�EXVLQHVV
F\FOH�H[SODLQ�WKH�QDWLRQDO�EDQNUXSWF\�UDWH�

• &RQVXPHU� ,QGHEWHGQHVV� 7KH� EXUGHQ� RI
FRQVXPHU� LQGHEWHGQHVV� LV� WKH� PRVW� LQWXLWLYH
H[SODQDWLRQ� RI� ZK\� EDQNUXSWFLHV� KDYH� ULVHQ� VR
TXLFNO\� VLQFH� WKH� PLG�����V�� 6RPH� FRQVXPHUV
KDYH�LQFUHDVHG�WKH�SRWHQWLDO�ULVN�RI�EDQNUXSWF\�E\

Table 3

Debt Holdings Vary by Age of Household Head

1995 Survey of Consumer Finances

Age of Head

Mortgage
and

Home Equity Installment
Other Lines

of Credit
Credit
Card

Investment
Real Estate

Other
Debt

Any
Debt

Percentage of Families Holding Debt
Less than 35 years 32.9 62.2 2.6 55.4 2.6 7.8 83.8
35-44 years 54.1 60.7 2.2 55.8 6.5 11.1 87.2
45-54 years 61.9 54.0 2.3 57.3 10.4 14.1 86.5
55-64 years 45.8 36.0 1.4 46.4 12.5 7.5 75.2
65-74 years 24.8 16.7 1.3 31.3 5.0 5.5 54.5
75 years and over 7.1 9.6 ** 18.3 1.5 3.6 30.1

Median Value of Holdings for Families Holding Debt (1995 dollars, thousands)
Less than 35 years 63.0 7.0 1.4 1.4 22.8 1.5 15.2
35-44 years 60.0 5.6 2.0 1.8 30.0 1.7 37.6
45-54 years 48.0 7.0 5.7 2.0 28.1 2.5 41.0
55-64 years 36.0 5.9 3.5 1.3 26.0 4.0 25.8
65-74 years 19.0 4.9 3.8 0.8 36.0 2.0 7.7
75 years and over 15.9 3.9 ** 0.4 8.0 3.0 2.0

Source: Federal Reserve Board of Governors
** Less than 0.05 percent of the group



U.S. Personal Bankruptcy Rate

� 3DXO &� %LVKRS

EHFRPLQJ�ILQDQFLDOO\�RYHUH[WHQGHG��$OWKRXJK� WKH
VSHFLILF� HFRQRPLF� DQG� GHPRJUDSKLF
FKDUDFWHULVWLFV�RI� ILOHUV� DUH�XQNQRZQ�� WKH�)HGHUDO
5HVHUYH·V� ����� 6XUYH\� RI� &RQVXPHU� )LQDQFHV
SURYLGHV� VRPH� LQIRUPDWLRQ� DERXW� WKH� LQFUHDVLQJ
GHEW� EXUGHQ� RI� ORZHU�LQFRPH� KRXVHKROGV�� )RU
H[DPSOH�� WKH� VKDUH� RI� KRXVHKROGV� WKDW� KDYH
LQFRPH� RI� OHVV� WKDQ� �������� DQG� KROG� VRPH
FUHGLW�FDUG� GHEW� KDV� PRUH� WKDQ� GRXEOHG�� IURP
DSSUR[LPDWHO\����SHUFHQW�LQ������WR�PRUH�WKDQ���
SHUFHQW� LQ� ������ )RU� KLJKHU�LQFRPH� KRXVHKROGV�
WKH�VKDUH�RI�KRXVHKROGV�ZLWK�FUHGLW�FDUG�GHEW�DOVR
LV�JHQHUDOO\�KLJKHU��EXW�WKHUH�KDV�EHHQ�D�PXFK�OHVV
SURQRXQFHG� LQFUHDVH� RYHU� WKH� VDPH� SHULRG�
/RZHU�LQFRPH�KRXVHKROGV�DUH�PXFK�PRUH�DW�ULVN
RI� ILQDQFLDO�GLVWUHVV�DV�ZHOO��'DWD� IURP� WKH�)HG·V
����� 6XUYH\� RI� &RQVXPHU� )LQDQFHV� DOVR� VKRZV
WKDW� DPRQJ�KRXVHKROGV�ZLWK� LQFRPHV�RI� �������
RU�OHVV��PRUH�WKDQ�RQH�IRXUWK�KDYH�D�GHEW�VHUYLFH
EXUGHQ� RI� DW� OHDVW� ��� SHUFHQW� RI� GLVSRVDEOH
LQFRPH�� 1HDUO\� ��� SHUFHQW� RI� KRXVHKROGV� ZLWK
LQFRPHV�RI���������WR���������KDYH�D�GHEW�VHUYLFH
EXUGHQ� RI� DW� OHDVW� ��� SHUFHQW�� $PRQJ� DOO
KRXVHKROGV�� ��� SHUFHQW� KDYH� D� GHEW� VHUYLFH
EXUGHQ� RI� ��� SHUFHQW� RU� PRUH�� ,Q� OLJKW� RI
HYLGHQFH� RI� LQFUHDVLQJ� GHEW� EXUGHQV� DPRQJ
KRXVHKROGV� PRVW� DW� ULVN� RI� ILQDQFLDO� GLVWUHVV�� LW
ZRXOG� EH� GLIILFXOW� WR� PDNH� D� VWURQJ� FDVH� WKDW
ULVLQJ� LQGHEWHGQHVV� GRHV� QRW� KDYH� VRPH
PHDVXUDEOH� LQIOXHQFH� RQ� WKH� UDWH� RI� EDQNUXSWF\
ILOLQJ�

• %XVLQHVV� &\FOH� $FWLYLW\� �7KH� LQIOXHQFH� RI� WKH
QDWLRQDO�HFRQRP\�LV�LPSRUWDQW�LQ�GHWHUPLQLQJ�WKH
FXUUHQW� DQG� IXWXUH� ILQDQFLDO� SURVSHFWV� RI
KRXVHKROGV�� 5LVLQJ� FUHGLW�FDUG� LQGHEWHGQHVV�� IRU
H[DPSOH��LV�RQH�RI�WKH�SRVVLEOH�VHFXODU�FKDQJHV�LQ
FRQVXPHU� EHKDYLRU�� ZKLOH� WKH� F\FOLFDO
SHUIRUPDQFH� RI� WKH� HFRQRP\� KDV� D� PRUH� GLUHFW
LQIOXHQFH� RQ� WKH� QHDU�WHUP� ILQDQFLDO� VWUHQJWK� RI
KRXVHKROGV�� 'XULQJ� UHFHVVLRQV�� WKH� OLNHOLKRRG� RI
VHYHUH� ILQDQFLDO� GLVWUHVV� LQFUHDVHV�� OHDGLQJ� WR� D
JUHDWHU� SUREDELOLW\� RI� DQ\� SDUWLFXODU� KRXVHKROG
ILOLQJ� IRU� EDQNUXSWF\�� &RQYHUVHO\�� DQ� HFRQRPLF
H[SDQVLRQ� UHVXOWV� LQ� PRUH� IXOO\� HPSOR\HG
UHVRXUFHV�� LQFOXGLQJ� ODERU�� DQG�EULQJV�ZLWK� LW� WKH
SRWHQWLDO� IRU� PRUH� UDSLG� LQFRPH� JURZWK� DQG� D
VPDOOHU� OLNHOLKRRG� RI� XQPDQDJHDEOH� ILQDQFLDO
GLVWUHVV�

7KH�'DWD

7R�FRPSOHWH�WKH�PRGHO�VSHFLILFDWLRQ��LW�LV�QHFHVVDU\�WR
VHOHFW�D�VHW�RI�H[SODQDWRU\�YDULDEOHV� WKDW�FDQ�EH�XVHG
LQ� WKH� HVWLPDWLRQ� SURFHVV� WR� FDSWXUH� WKH� PDMRU
DWWULEXWHV�RI�HDFK�RI�WKH�IDFWRUV�FLWHG�DERYH��6HOHFWLQJ
GDWD� VHULHV� LV�� WR� D� ODUJH� H[WHQW�� DQ� DUELWUDU\� SURFHVV
JRYHUQHG� E\� ERWK� GDWD� DYDLODELOLW\� DQG� WKH� VSHFLILF
FKDUDFWHULVWLFV� RI� WKH� GDWD� VHULHV� WKHPVHOYHV� �VHULHV
OHQJWK�� SHULRGLFLW\�� HWF���� %DVHG� RQ� WKHVH
FRQVLGHUDWLRQV�� WKH� IROORZLQJ� LQGLFDWRUV�ZHUH� FKRVHQ
WR�FRPSOHWH�WKH�PRGHO�VSHFLILFDWLRQ�

• &RQVXPHU�,QGHEWHGQHVV

&216'(%7� � � � FRQVXPHU� FUHGLW� GHEW� VHUYLFH
EXUGHQ��6RXUFH��)HGHUDO�5HVHUYH�%RDUG�

07*'(%7� �  � �PRUWJDJH� GHEW� VHUYLFH� EXUGHQ
�6RXUFH��)HGHUDO�5HVHUYH�%RDUG�

7KHUH� DUH� VHYHUDO� LQGLFDWRUV� WKDW� FRXOG� EH� XVHG� WR
PHDVXUH� KRXVHKROG� LQGHEWHGQHVV�� $V� VXJJHVWHG
SUHYLRXVO\��WKH�)HGHUDO�5HVHUYH
V�GHEW�VHUYLFH�EXUGHQ
VHULHV� LQFRUSRUDWHV� ERWK� FKDQJHV� LQ� GHEW� DQG� WKH
LPSDFW� RI� LQWHUHVW� UDWHV� RQ� WKH� EXUGHQ� RI� GHEW�
%HFDXVH� WKH� FRQVXPHU� FUHGLW� DQG� PRUWJDJH� GHEW
VHUYLFH�EXUGHQV�SODFH� LQGHEWHGQHVV� LQ� WKH�FRQWH[W�RI
DELOLW\� WR� SD\�� WKHVH� WZR� VHULHV� ZHUH� XVHG� LQ� WKH
HVWLPDWLRQ� UDWKHU� WKDQ� DOWHUQDWLYH� PHDVXUHV� VXFK� DV
WKH� GHEW�WR�LQFRPH� PHDVXUH� RI� LQGHEWHGQHVV�� �7KH
FKDUDFWHULVWLFV� RI� WKHVH� GDWD� VHULHV� KDYH� EHHQ
GHVFULEHG�LQ�WKH�SUHYLRXV�VHFWLRQ��

• %XVLQHVV�&\FOH�$FWLYLW\

(03/2<�� ��SULYDWH�QRQIDUP�HPSOR\PHQW�DV�D
VKDUH�RI�SRSXODWLRQ�RYHU� DJH���� �6RXUFH��%XUHDX
RI�/DERU�6WDWLVWLFV�

7KHUH� DUH� PDQ\� WLPH� VHULHV� WKDW� FRXOG� EH� XVHG� WR
VXPPDUL]H� WKH� EXVLQHVV� F\FOH� SHUIRUPDQFH� RI� WKH
HFRQRP\�� *LYHQ� LWV� GLUHFW� FRQQHFWLRQ� WR� WKH
KRXVHKROG� VHFWRU� WKURXJK� LQFRPH� JURZWK�� SULYDWH
HPSOR\PHQW� WUDFNV� WKH� EXVLQHVV� F\FOH� DV� LW� GLUHFWO\
DIIHFWV�KRXVHKROGV�DQG�QRW�YLD�D�PRUH� LQGLUHFW�HIIHFW
WKURXJK�RWKHU�EXVLQHVV�F\FOH�LQGLFDWRUV�VXFK�DV�JURVV
GRPHVWLF�SURGXFW��*'3��RU�LQGXVWULDO�SURGXFWLRQ��$V
VKRZQ�LQ�&KDUW����WKH�F\FOLFDO�SDWWHUQ�RI�WKH�HFRQRP\
DV� D� ZKROH� LV� UHIOHFWHG� LQ� SULYDWH� QRQIDUP
HPSOR\PHQW�UHODWLYH�WR�SRSXODWLRQ�RYHU�DJH����
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7KH�GDWD�XVHG� LQ� WKH�HVWLPDWLRQ�RI� WKH�PRGHO� DUH�RI
DQQXDO�IUHTXHQF\�RYHU�WKH�SHULRG������WKURXJK�������

(VWLPDWLRQ�5HVXOWV

7KH� IROORZLQJ� HTXDWLRQ� ZDV� HVWLPDWHG� XVLQJ� OHDVW
VTXDUHV��

%5837
W
� �&RQVWDQW���β

�
�&216'(%7
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���

β
�
�07*'(%7

W��
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�
�(03/2<

W
����X

W

ZKHUH

%5837� �  � � EDQNUXSWFLHV� SHU� WKRXVDQG
SRSXODWLRQ�RYHU�DJH���

&216'(%7� � � � FRQVXPHU� FUHGLW� GHEW� VHUYLFH
EXUGHQ

07*'(%7�� ��PRUWJDJH�GHEW�VHUYLFH�EXUGHQ

(03/2<�� ��SULYDWH�QRQIDUP�HPSOR\PHQW�DV�D
VKDUH�RI�SRSXODWLRQ�RYHU�DJH���

6XEVFULSW�W�LV�DQ�LQGH[�RI�WLPH�DQG�X
W
LV�WKH�HUURU�WHUP�

7KH� GHSHQGHQW� DQG� LQGHSHQGHQW� YDULDEOHV� ZHUH
WUDQVIRUPHG�XVLQJ�ORJ�GLIIHUHQFHV�WR�DFFRXQW�IRU�ERWK
QRQVWDWLRQDULW\�DQG�DSSDUHQW�KHWHURVNHGDVWLFLW\�RI�WKH
HUURUV� ZKHQ� RQO\� GLIIHUHQFHG� YDULDEOHV� ZHUH� XVHG��

7KH� ORJ�GLIIHUHQFH� WUDQVIRUPDWLRQ� DOVR� KDV� WKH
LQWHUSUHWDWLRQ� RI� PRGHOLQJ� JURZWK� UDWHV� ZLWK
FRHIILFLHQWV� LQWHUSUHWHG� DV� HODVWLFLWLHV�� 7KHUHIRUH�
WKURXJKRXW� WKH� IROORZLQJ� GLVFXVVLRQ�� WKH� HVWLPDWLRQ
UHVXOWV�VKRXOG�EH�LQWHUSUHWHG�DV�WKH�LPSDFW�RI�YDULRXV
IDFWRUV�RQ�WKH�JURZWK�RI�WKH�EDQNUXSWF\�UDWH�

7DEOH� �� VKRZV� WKH� FRHIILFLHQW� HVWLPDWHV�� VWDQGDUG
HUURUV�� W�VWDWLVWLFV�� DQG� WKH� ODJV� SODFHG� RQ� WKH
LQGHSHQGHQW�YDULDEOHV��

,QWHUSUHWDWLRQ�RI�5HVXOWV

7KH� HVWLPDWLRQ� UHVXOWV� VXJJHVW� WKDW� WKHUH� LV� D� VWURQJ
UHODWLRQVKLS� EHWZHHQ� FRQVXPHU� GHEW� VHUYLFH� EXUGHQ
DQG�WKH�EDQNUXSWF\�UDWH��7KH�FRQVXPHU�FUHGLW�SRUWLRQ
RI� WKH� GHEW� VHUYLFH� EXUGHQ� PHDVXUH� LV� KLJKO\
VLJQLILFDQW�� ZLWK� DQ� HODVWLFLW\� RI� DSSUR[LPDWHO\� �����
*LYHQ�WKDW�WKLV�DQDO\VLV�KDV�EHHQ�GRQH�DW�DQ�DJJUHJDWH
OHYHO��WKLV�UHVXOW�GRHV�QRW�SUHFOXGH�D�VLJQLILFDQW�FKDQJH
LQ� FRQVXPHUV·� SURSHQVLW\� WR� HQWHU� EDQNUXSWF\� DV� D
UHVXOW� RI� FKDQJHV� LQ� D� SDUWLFXODU� VWDWH·V� EDQNUXSWF\
ODZV�� 7R� WKH� H[WHQW� WKDW� WKHVH� ORFDO� FKDQJHV� KDYH
RFFXUUHG��WKH�FXUUHQW�PRGHO�ZRXOG�QRW�EH�LQIOXHQFHG
E\�VXFK�FKDQJHV�XQOHVV�WKH\�RFFXUUHG�LQ�VHYHUDO�VWDWHV
DW�DERXW�WKH�VDPH�WLPH��7KH�PRUWJDJH�GHEW�SRUWLRQ�RI
WKH�GHEW�VHUYLFH�EXUGHQ�YDULDEOH�LV�DOVR�VLJQLILFDQW�EXW
H[HUWV�D�PXFK�VPDOOHU�LQIOXHQFH�RQ�EDQNUXSWFLHV��ZLWK
DQ� HVWLPDWHG� HODVWLFLW\� RI� ������ $GGLWLRQDOO\�� WKH
LPSDFW�RI�WKH�PRUWJDJH�GHEW�VHUYLFH�EXUGHQ�LV�GHOD\HG
E\� WZR� SHULRGV�� $OO� HOVH� EHLQJ� HTXDO�� D� VKDUS� ULVH� LQ
PRUWJDJH� GHEW� VHUYLFH�ZLOO� KDYH� D� VPDOOHU� DQG�PRUH
GHOD\HG�LQIOXHQFH�RQ�EDQNUXSWFLHV�WKDQ�DQ�HTXLYDOHQW
LQFUHDVH�LQ�WKH�FRQVXPHU�FUHGLW�GHEW�VHUYLFH�EXUGHQ�

3ULYDWH�HPSOR\PHQW�JURZWK�KDV� WKH�H[SHFWHG� LPSDFW
RQ� WKH� EDQNUXSWF\� UDWH�� ZLWK� DQ� HODVWLFLW\� RI� ������
5LVLQJ�HPSOR\PHQW��IRU�H[DPSOH��VHUYHV�DV�D�SUR[\�IRU
D� JURZLQJ� HFRQRP\�� FRQGLWLRQV� XQGHU� ZKLFK� RQH
ZRXOG�H[SHFW�WR�VHH�IHZHU�EDQNUXSWFLHV�

$� PRUH� UHYHDOLQJ� ZD\� WR� GHVFULEH� WKH� LQIOXHQFH� RI
HDFK� RI� WKH� H[SODQDWRU\� YDULDEOHV� LV� WR� WUDQVODWH� WKH
HVWLPDWHG�FRHIILFLHQWV�RQ�HDFK�RI�WKH�HVWLPDWHV�LQ�WKH

Table 4

Estimation Results

37 Periods, Annual (1960-1996)
Dependent Variable = BRUPT

9DULDEOH /DJ &RHIILFLHQW
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(UURU

W�

6WDW

&216'(%7 � ������ ������ �����

07*'(%7 � ������ ������ �����

(03/2< ��� ������� ������ ������
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WLPH� VHULHV� UHJUHVVLRQ� HTXDWLRQ� IURP� HODVWLFLWLHV� WR
WKHLU�LPSDFW�RQ�WKH�QXPEHU�RI�EDQNUXSWFLHV�UDWKHU�WKDQ
WKH� JURZWK�RI� WKH�EDQNUXSWF\� UDWH��7DEOH��� VKRZV� WKH
LPSDFW� RI� D� RQH� VWDQGDUG� GHYLDWLRQ� LQFUHDVH� LQ� HDFK
H[SODQDWRU\� YDULDEOH�� DVVXPLQJ� WKDW� DOO� RI� WKH
UHPDLQLQJ� YDULDEOHV� DUH� KHOG� FRQVWDQW�� 7KH� VWDQGDUG
GHYLDWLRQ� LV� XVHG� DV� WKH� XQLW� RI� PHDVXUH� VLQFH� WKH
UHODWLYH� VL]H� RI� WKH� FRHIILFLHQW� RQ� DQ� H[SODQDWRU\
YDULDEOH� VD\V� OLWWOH� DERXW� WKH� YDULDELOLW\� RI� WKH� GDWD
LWVHOI��$V�VKRZQ�LQ�7DEOH����WKH�FRQVXPHU�FUHGLW�GHEW
VHUYLFH�EXUGHQ��&216'(%7��KDV�D�JUHDWHU�VWDQGDUG
GHYLDWLRQ�WKDQ�SULYDWH�HPSOR\PHQW��(03/2<��RYHU
WKH�SHULRG�IURP������WR�������7KXV��WR�FRPSDUH�WKH
LPSDFW�RI�HDFK�H[SODQDWRU\�YDULDEOH�RQ�WKH�QXPEHU�RI
EDQNUXSWFLHV�� VRPH� PHDVXUH� RI� WKH� VL]H� RI� WKH
H[SHFWHG� PRYHPHQWV� LQ� WKH� H[SODQDWRU\� YDULDEOH� LV
QHHGHG�� 7KH� VWDQGDUG� GHYLDWLRQ� LV� RQH�PHDVXUH� WKDW
DOORZV� D� FRPSDULVRQ� DFURVV� GDWD� ZLWK� GLIIHULQJ
YDULDELOLW\�� 6LQFH� WKH� HVWLPDWHG�PRGHO� LV� QRQOLQHDU� LQ
WKH�OHYHOV�RI�HDFK�VHULHV��WKH�LPSDFW�RI�D�FKDQJH�LQ�DQ\
RI� WKH� H[SODQDWRU\� YDULDEOHV� LV� PHDVXUHG� UHODWLYH� WR
WKH� ����� YDOXH� IRU� WKDW� SDUWLFXODU� YDULDEOH�� )RU
H[DPSOH��WKH�FKDQJH�LQ�WKH�QXPEHU�RI�EDQNUXSWFLHV�DV
D� UHVXOW� RI� D� RQH� VWDQGDUG� GHYLDWLRQ� LQFUHDVH� LQ� WKH
FRQVXPHU�FUHGLW�GHEW�VHUYLFH�EXUGHQ��IURP��������WR
��������LV����������EDVHG�RQ�WKH�HVWLPDWHG�PRGHO�

)RUHFDVW�$FFXUDF\

7R�HYDOXDWH� WKH�H[SODQDWRU\�SRZHU�RI� WKH�PRGHO�� DQ
RXW�RI�VDPSOH� IRUHFDVW� ZDV� SHUIRUPHG� RYHU� WKH
SHULRG� IURP������ WR�������ZKLFK� FRLQFLGHV�ZLWK� WKH
SHULRG� GXULQJ� ZKLFK� WKH� EDQNUXSWF\� UDWH� QHDUO\
WULSOHG��7KH�JRDO�RI�WKLV�H[HUFLVH�LV�WR�VHH�KRZ�ZHOO�WKH
PRGHO� ZRXOG� KDYH� SHUIRUPHG� JLYHQ� SHUIHFW
NQRZOHGJH�DERXW�WKH�IXWXUH�YDOXHV�RI�WKH�H[SODQDWRU\
YDULDEOHV���

&KDUW� �� VKRZV� WKH� DFWXDO� DQG� IRUHFDVW� YDOXHV� RI� WKH
EDQNUXSWF\� UDWH�� DV� ZHOO� DV� EDQGV� WZR� VWDQGDUG
GHYLDWLRQV�DERYH�DQG�EHORZ�WKH�IRUHFDVW�YDOXHV��2QH

RI�WKH�PRVW�LQWHUHVWLQJ�IHDWXUHV�RI�WKH�IRUHFDVW�LV�WKDW
LW� FORVHO\� WUDFNHG� WKH� DFWXDO� ULVH� LQ� EDQNUXSWFLHV
WKURXJK� WKH� HDUO\� ����V� EHIRUH� GLYHUJLQJ� IURP� WKH
DFWXDOV�� (YHQ� LQ� ������ WKH� GLIIHUHQFH� EHWZHHQ� WKH
DFWXDO�UDWH�DQG�WKH�IRUHFDVW�ZDV�UHODWLYHO\�VPDOO��*LYHQ
WKH� ULVH� LQ� FRQVXPHU� GHEW� VHUYLFH� EXUGHQ� DQG� WKH
LPSDFW� RI� WKH� UHFHVVLRQ� RQ� SULYDWH� HPSOR\PHQW�� WKH
VKDUS�ULVH�LQ�EDQNUXSWFLHV�WKHUHDIWHU�VKRXOG�KDYH�EHHQ
H[SHFWHG�� 7KH� PRGHO� GLG� RYHUVKRRW� WKH� GHFUHDVH� LQ
WKH�EDQNUXSWF\�UDWH�DIWHU������

&KDUW���FRPSDUHV�WKH�DFWXDO�QXPEHU�RI�EDQNUXSWFLHV
ZLWK� WKH� QXPEHU� SURMHFWHG� LQ� WKH� RXW�RI�VDPSOH
IRUHFDVW�� %\� ������ WKH� PRGHO� XQGHUSUHGLFWHG� WKH
QXPEHU�RI�EDQNUXSWFLHV�E\�DSSUR[LPDWHO\����������RU
��� SHUFHQW�� %\� HLWKHU� PHDVXUH�� WKH� QXPEHU� RI
EDQNUXSWFLHV� KDV� H[FHHGHG� WKH� H[SHFWHG� LQFUHDVH
EDVHG�RQ�WKH�IDFWRUV�H[SOLFLWO\�PRGHOHG�

&RQFOXVLRQ

7KH� SULPDU\� JRDO� RI� WKLV� SDSHU� ZDV� WR� H[SORUH� WKH
UHODWLRQVKLS� EHWZHHQ� WKH� 8�6�� SHUVRQDO� EDQNUXSWF\
UDWH� DQG� WZR� IDFWRUV� WKRXJKW� WR� LQIOXHQFH� WKH
EDQNUXSWF\� UDWH�³� FRQVXPHU� LQGHEWHGQHVV� DQG� WKH
EXVLQHVV�F\FOH��$PRQJ�WKH�UHDVRQV�WKDW�DQ�LQFUHDVH�LQ
WKH� QXPEHU� RI� EDQNUXSWFLHV� KDV� FDXVHG� FRQFHUQ� LV
WKDW�WKHUH�DSSHDUV�WR�EH�D�FORVH�UHODWLRQVKLS�EHWZHHQ
WKH� EDQNUXSWF\� UDWH� DQG� WKH� FRPPHUFLDO� EDQN
FRQVXPHU� ORDQ� FKDUJH�RII� UDWH�� $� FOHDUHU
XQGHUVWDQGLQJ�RI�WKH�G\QDPLFV�EHKLQG�WKH�EDQNUXSWF\
UDWH�� HYHQ� DW� D� KLJKO\� DJJUHJDWH� QDWLRQDO� OHYHO�� FDQ
SURYLGH�LQIRUPDWLRQ�DERXW�OLNHO\�IXWXUH�FKDQJHV�LQ�WKH
FKDUJH�RII�UDWH�

Table 5

Sensitivity of Bankruptcy Model

Impact of One Std Deviation Increase in Explanatory Variable

([SODQDWRU\

9DULDEOH

����

9DOXH

6WDQGDUG

'HYLDWLRQ

&KJ LQ 1XPEHU

RI %DQNUXSWFLHV

&216'(%7 ������ ����� �������

07*'(%7 ����� ����� �������

(03/2< ����� ����� ��������
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)',& 'LYLVLRQ RI ,QVXUDQFH �

$OWKRXJK� FRQVXPHU� LQGHEWHGQHVV� DQG� WKH� EXVLQHVV
F\FOH�H[SODLQHG�DERXW�WZR�WKLUGV�RI�WKH�FKDQJH�LQ�WKH
EDQNUXSWF\� UDWH�� WKH� DFWXDO� EDQNUXSWF\� UDWH� GLYHUJHG
IURP�WKH�H[SHFWHG� UDWH�EHJLQQLQJ� LQ� WKH� HDUO\� ����V�
7KH�ODUJH�GLIIHUHQFH�EHWZHHQ�WKH�DFWXDO�DQG�H[SHFWHG
EDQNUXSWF\�UDWHV�VXJJHVWV�WKDW�WKHUH�DUH�RWKHU�IDFWRUV
RI�LPSRUWDQFH��$�EULHI�OLVW�RI�IDFWRUV�FLWHG�E\�OHJDO�DQG
HFRQRPLF�DQDO\VWV�LQFOXGHV�FKDQJHV�LQ�WKH�EDQNUXSWF\
FRGH��DJJUHVVLYH�PDUNHWLQJ�RI�FUHGLW�FDUGV��DQG�HYHQWV
VXFK�DV�SURORQJHG�LOOQHVV�RU�GLYRUFH��$UJXLQJ�DJDLQVW
WKH�LPSRUWDQFH�RI�VHYHUDO�RI�WKHVH�RIWHQ�FLWHG�IDFWRUV
LV� WKDW� WKH\� KDYH� EHHQ� SUHYDOHQW� LQ� WKH� QDWLRQDO
HFRQRP\�IRU�PDQ\�\HDUV�ZKLOH�WKH�UHVXOWV�RI�WKH�RXW�
RI�VDPSOH� IRUHFDVW� VXJJHVW� WKDW� WKH� ULVH� LQ
EDQNUXSWFLHV�KDV�EHHQ�ZHOO�DERYH�H[SHFWDWLRQ�IRU�RQO\
WKH� SDVW� ILYH� RU� VL[� \HDUV�� &DUHIXO� WKHRUHWLFDO� DQG
HPSLULFDO� DQDO\VLV� LV� QHHGHG� WR� GHWHUPLQH� ZKLFK�� LI
DQ\�� IDFWRUV� KDYH� JDLQHG� LQ� LPSRUWDQFH� DV� DQ
H[SODQDWLRQ�RI�EDQNUXSWF\�GXULQJ�WKH�SDVW�IHZ�\HDUV�

������������������������������������������������
(QGQRWHV

� 7KH EDQNUXSWF\ UDWH LV RIWHQ TXRWHG UHODWLYH WR WKH HQWLUH

SRSXODWLRQ� EXW D PRUH UHSUHVHQWDWLYH PHDVXUH LV GHULYHG E\

OLPLWLQJ WKH SRSXODWLRQ DJH JURXS WR WKRVH PRVW OLNHO\ WR ILOH ³

UHVLGHQWV RYHU �� \HDUV RI DJH� 7KLV GHILQLWLRQ RI WKH EDQNUXSWF\

UDWH ZLOO EH XVHG WKURXJKRXW WKLV SDSHU�
� %DVHG VROHO\ RQ WKH FRQFHSW RI FRUUHODWLRQ� KRZHYHU� WKHUH LV

OLWWOH LQVLJKW DERXW WKH H[SHFWHG FKDQJH LQ WKH FKDUJH�RII UDWH DV D

UHVXOW RI D JLYHQ FKDQJH LQ WKH EDQNUXSWF\ UDWH� ,GHDOO\� WKH

UHODWLRQVKLS EHWZHHQ WKHVH WZR FRQFHSWV FRXOG EH PRUH

FRQFLVHO\ HYDOXDWHG E\ UHJUHVVLQJ FKDQJHV LQ WKH FKDUJH�RII UDWH

RQ FKDQJHV LQ WKH EDQNUXSWF\ UDWH� %DVHG RQ D VLPSOH UHJUHVVLRQ

DQG XVLQJ DQQXDO IUHTXHQF\ GDWD IRU WKH SHULRG ���� WR ����� D

RQH�SHUFHQWDJH SRLQW LQFUHDVH LQ WKH EDQNUXSWF\ UDWHV �DV GHILQHG

DERYH� ZLOO UHVXOW LQ DQ LQFUHDVH RI DERXW ���� LQ WKH FKDUJH�RII

������������������������������������������������������������������������������������
UDWH� $OWKRXJK WKHVH UHVXOWV DUH RQO\ VXJJHVWLYH� WKH PRVW

LPSRUWDQW FRQFOXVLRQ LV WKDW WKHUH DSSHDUV WR EH D VWDWLVWLFDOO\

VLJQLILFDQW UHODWLRQVKLS EHWZHHQ WKH EDQNUXSWF\ UDWH DQG WKH

FKDUJH�RII UDWH� (YHQ DW D KLJKO\ DJJUHJDWH QDWLRQDO OHYHO� D EHWWHU

XQGHUVWDQGLQJ RI WKH OLNHO\ IXWXUH FRXUVH RI WKH EDQNUXSWF\ UDWH�

LQFOXGLQJ WKRVH IDFWRUV WKDW DUH LPSRUWDQW LQ H[SODLQLQJ WKH

PRYHPHQWV LQ WKH EDQNUXSWF\ UDWH� ZRXOG DLG LQ DVVHVVLQJ WKH

LPSDFW RI EDQNUXSWFLHV RQ WKH QDWLRQDO FRPPHUFLDO EDQN

FRQVXPHU ORDQ FKDUJH�RII UDWH�
� )RU D PRUH GHWDLOHG GLVFXVVLRQ RI FRQVXPHU GHEW PHDVXUHV� VHH

0XUUD\ �������
� 6HH .HQQLFNHOO� 6WDUU�0F&OXHU DQG 6XQGHQ �������
� 7KH QRQ�XQLIRUP GLVWULEXWLRQ RI GHEW VXJJHVWV WKDW KRXVHKROG

ILQDQFLDO ULVN PD\ DOVR LQIOXHQFH WKH EDQNUXSWF\ UDWH� +RXVHKROGV

JHQHUDOO\ DFFXPXODWH GHEW PRUH UDSLGO\ WKDQ ZHDOWK LQ WKH HDUO\

\HDUV� 7KLV GLVSDULW\ EHWZHHQ GHEW DQG ZHDOWK DFFXPXODWLRQ

VXJJHVWV WKDW \RXQJHU KRXVHKROGV PD\ QRW EH DEOH WR ZLWKVWDQG

HYHQWV WKDW UHVXOW LQ ILQDQFLDO GLVWUHVV DV ZHOO DV ROGHU KRXVHKROGV

ZLWK PRUH VXEVWDQWLDO ZHDOWK�
�7KH $XJPHQWHG 'LFNH\�)XOOHU XQLW URRW WHVW ZDV SHUIRUPHG RQ

WKH OHYHOV DQG ILUVW GLIIHUHQFHV RI WKH GHSHQGHQW YDULDEOH DQG

HDFK RI WKH H[SODQDWRU\ YDULDEOHV� ,Q HDFK FDVH WKHUH ZDV VWURQJ

VWDWLVWLFDO HYLGHQFH RI WKH SUHVHQFH RI D XQLW URRW DQG

QRQVWDWLRQDULW\ RI WKH GDWD�

1RQVWDWLRQDU\ WLPH VHULHV DUH WKRVH WKDW GR QRW KDYH D IL[HG

PHDQ RU YDULDQFH� 5DWKHU� WKH PHDQ DQG YDULDQFH RI WKH WLPH

VHULHV LV GHSHQGHQW RQ WLPH� 6WDWLRQDULW\ RI UHJUHVVRUV LV DVVXPHG

LQ WKH GHULYDWLRQ RI VWDQGDUG LQIHUHQFH SURFHGXUHV IRU UHJUHVVLRQ

PRGHOV� 1RQVWDWLRQDU\ UHJUHVVRUV LQYDOLGDWH PDQ\ VWDQGDUG

UHVXOWV DQG UHTXLUH VSHFLDO WUHDWPHQW� 6LQFH PDQ\ HFRQRPLF WLPH

VHULHV KDYH D VLJQLILFDQW WUHQG FRPSRQHQW� PRVW HFRQRPLF VHULHV

DUH QRW VWDWLRQDU\ LQ OHYHOV� 8QLW URRW WHVWV DUH D FODVV RI VWDWLVWLFDO

WHVWV WKDW FDQ EH XVHG WR GHWHUPLQH ZKHWKHU D WLPH VHULHV LV

VWDWLRQDU\� ,I D WLPH VHULHV LV QRW VWDWLRQDU\� WKHQ D

WUDQVIRUPDWLRQ� VXFK DV GLIIHUHQFLQJ� FDQ EH XVHG WR LQGXFH

VWDWLRQDULW\� 7KH $XJPHQWHG 'LFNH\�)XOOHU XQLW URRW WHVW LV RQH

RI VHYHUDO WHVWV IRU QRQVWDWLRQDULW\� )RU D PRUH GHWDLOHG

GLVFXVVLRQ� VHH 'DYLGVRQ DQG 0DF.LQQRQ ������ ���������
� 7KH VSHFLILF ODJ VWUXFWXUH LQ WKH HTXDWLRQ ZDV GHWHUPLQHG ZLWK

UHIHUHQFH WR PHDVXUHV RI PRGHO ILW VXFK DV WKH $NDLNH

,QIRUPDWLRQ &ULWHULRQ�
� ,QLWLDO WHVWLQJ RI WKH PRGHO IRXQG WKH SUHVHQFH RI

KHWHURVNHGDVWLF UHVLGXDOV� +HWHURVNHGDVWLFLW\ RFFXUV ZKHQ WKH

VL]H RI WKH UHVLGXDOV LQ D UHJUHVVLRQ LV UHODWHG WR WKH VL]H RI WKH

ODJJHG UHVLGXDOV� 8QGHU WKHVH FRQGLWLRQV� WKH XVXDO FRPSXWDWLRQ

RI VWDQGDUG HUURUV LV LQYDOLGDWHG DQG LQIHUHQFHV EDVHG RQ WKHVH

VWDQGDUG HUURUV DUH DOVR LQYDOLGDWHG� 2QH VROXWLRQ WR WKH SUREOHP

RI KHWHURVNHGDVWLFLW\ LV WR WUDQVIRUP WKH GHSHQGHQW DQG

LQGHSHQGHQW YDULDEOHV XVLQJ D QRQOLQHDU IXQFWLRQ VXFK DV WKH

QDWXUDO ORJ� ,Q JHQHUDO� WKHUH PD\ H[LVW QR WUDQVIRUPDWLRQ WKDW

HOLPLQDWHV KHWHURVNHGDVWLFLW\� DOWKRXJK WKHUH DUH PDQ\ SRWHQWLDO

FDQGLGDWHV IRU VXFK D WUDQVIRUPDWLRQ� 7KH QDWXUDO ORJ LV D

FRPPRQO\ XVHG WUDQVIRUPDWLRQ DQG ZDV VXIILFLHQW WR HOLPLQDWH

KHWHURVNHGDVWLFLW\ LQ WKH FXUUHQW PRGHO� $V D UHVXOW� DOO GDWD XVHG

LQ WKH HVWLPDWLRQ DUH LQ ORJ�GLIIHUHQFHG IRUP�
� 6WDQGDUG UHVLGXDO WHVWV VXSSRUWHG WKH K\SRWKHVLV RI QRUPDOO\

GLVWULEXWHG UHVLGXDOV DQG UHMHFWHG WKH K\SRWKHVLV RI VHULDO

FRUUHODWLRQ DQG KHWHURVNHGDVWLFLW\� 7R WHVW WKH VWUXFWXUDO VWDELOLW\

RI WKH HTXDWLRQV� D VHULHV RI &KRZ )RUHFDVW WHVWV ZDV SHUIRUPHG�
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� 3DXO &� %LVKRS

������������������������������������������������������������������������������������
7KHUH ZDV QR VWDWLVWLFDOO\ VLJQLILFDQW HYLGHQFH RI D FKDQJH LQ

VWUXFWXUH RU VWUXFWXUDO LQVWDELOLW\�
�� 7R FRUUHFWO\ JHQHUDWH DQ RXW�RI�VDPSOH IRUHFDVW� LW LV QHFHVVDU\

WR UH�HVWLPDWH WKH PRGHO RYHU WKH SHULRG SULRU WR WKH IRUHFDVW

SHULRG ³ WKH SHULRG ��������� LQ WKH FXUUHQW H[DPSOH� :KHQ

WKLV LV HVWLPDWLRQ LV GRQH� WKH IROORZLQJ UHVXOWV DUH REWDLQHG�

Out-of-Sample Estimation Results

24 Periods, Annual (1960-1986)
Dependent Variable = BRUPT

9DULDEOH /DJ &RHIILFLHQW

6WG�

(UURU

W�

6WDW

&216'(%7 � ������ ������ �����

07*'(%7 � ������ ������ �����

(03/2< ��� ������� ������ ������

&RQVWDQW ��� ������ ������ �����

$GM 5�VTXDUH

������

)�VWDWLVWLF

�������

'�:� 6WDWLVWLF

������

������������������������������������������������������������������������������������
5HIHUHQFHV

'DYLGVRQ��5��DQG�0DF.LQQRQ��-��*���������(VWLPDWLRQ
DQG� LQIHUHQFH� LQ� HFRQRPHWULFV�� 1HZ� <RUN�� 2[IRUG
8QLYHUVLW\�3UHVV�

.HQQLFNHOO��$��%���6WDUU�0F&OXHU��0���DQG�6XQGHQ��$�
(�� � ������ )DPLO\� ILQDQFHV� LQ� WKH� 8�6��� UHFHQW
HYLGHQFH� IURP� WKH� VXUYH\� RI� FRQVXPHU� ILQDQFHV�
)HGHUDO�5HVHUYH�%XOOHWLQ������-DQXDU\��������

0XUUD\�� $�� 3�� � 'HEW� DQG� ´WKHµ� FRQVXPHU�� %XVLQHVV
(FRQRPLFV������$SULO���������

$ERXW�WKH�$XWKRU

3DXO�&��%LVKRS�LV�DQ�(FRQRPLVW�LQ�WKH�(FRQRPLF�$QDO\VLV�6HFWLRQ�RI�WKH�'LYLVLRQ�RI�,QVXUDQFH�

$ERXW�WKH�'LYLVLRQ�RI�,QVXUDQFH
7KH�'LYLVLRQ�RI�,QVXUDQFH��'2,��ZDV�FUHDWHG�LQ������WR�LGHQWLI\��DQDO\]H��DQG�UHSRUW�RQ�H[LVWLQJ�DQG�HPHUJLQJ
ULVNV�WR�WKH�EDQNLQJ�LQGXVWU\�DQG�GHSRVLW�LQVXUDQFH�IXQGV���$UWKXU�-��0XUWRQ�LV�'LUHFWRU�RI�'2,�
$ERXW�%DQN�7UHQGV
%DQN�7UHQGV�LV�D�VHULHV�RI�RFFDVLRQDO�SDSHUV�SXEOLVKHG�E\�WKH�'LYLVLRQ�RI�,QVXUDQFH���7KH�SDSHUV�DUH�VXPPDULHV�RI
FXUUHQW�LVVXHV�LQ�EDQNLQJ��HFRQRPLFV��DQG�ILQDQFH�DV�WKH\�UHODWH�WR�H[SRVXUHV�WR�WKH�EDQNLQJ�V\VWHP�DQG�GHSRVLW
LQVXUDQFH�IXQGV�� �7KHVH�DQDO\VHV�DUH�DYDLODEOH�IUHH�RI�FKDUJH�RQ�WKH�)',&·V�ZRUOG�ZLGH�ZHEVLWH�DW�ZZZ�IGLF�JRY�
&RSLHV�DOVR�FDQ�EH�REWDLQHG�IUHH�RI�FKDUJH�E\�ZULWLQJ�WR�%DQN�7UHQGV��$QDO\VLV�%UDQFK��5RRP�������'LYLVLRQ�RI
,QVXUDQFH��)',&��������WK�6W��1:��:DVKLQJWRQ��'�&���������
2WKHU�'2,�3URGXFWV
5HJLRQDO�2XWORRN� LV�SXEOLVKHG�TXDUWHUO\�E\�HDFK�RI� WKH�)',&·V�HLJKW� UHJLRQV� DQG� H[SORUHV�SRWHQWLDO� ULVNV� DQG
WUHQGV�DIIHFWLQJ�LQVXUHG�GHSRVLWRU\�LQVWLWXWLRQV�IURP�D�UHJLRQDO�DQG�QDWLRQDO�SHUVSHFWLYH���7KHVH�SXEOLFDWLRQV�DQG
RWKHU�SURGXFWV�DUH�DYDLODEOH�RQ�WKH�)',&·V�ZRUOG�ZLGH�ZHEVLWH�DW�ZZZ�IGLF�JRY�
'LVFODLPHU
7KH�YLHZV�H[SUHVVHG�LQ�WKLV�DUWLFOH�DUH�WKRVH�RI�WKH�DXWKRU�V��DQG�GR�QRW�QHFHVVDULO\�UHIOHFW�WKH�RIILFLDO�SRVLWLRQ�RI
WKH�'LYLVLRQ�RI�,QVXUDQFH�RU�WKH�)HGHUDO�'HSRVLW�,QVXUDQFH�&RUSRUDWLRQ�


